INTRODUCTION
The property tax is the primary source of revenue for local government entities in the state of South Carolina. For instance, in 2008, the property tax represented 53% of all tax collections in South Carolina at the local government level. South Carolina is one of seventeen states that maintains a classified property tax system, in which property is assessed at different percentages of fair market value based on its classification. For example, owner occupied residential property is assessed at 4% of fair market value; whereas, motor vehicles are assessed at 6% of fair market value. In general, the fair market value of property is estimated from an appraisal and then multiplied by an assessment rate to determine assessed value. Finally, a millage rate is applied to the assessed value to calculate the tax liability. In 2008, the average millage rate in South Carolina was 297.6 mills.
Like other states, the state of South Carolina has been under considerable pressure in recent years to provide property tax relief to certain categories of taxpayers. In 1994, South Carolina exempted the first $100,000 of the fair market value of owner occupied property from the property tax imposed for school operating purposes, and in 2006, this exemption was increased to 100% of the fair market value of such property. South Carolina has also provided various optional sales and use taxes at the local level that are intended to reduce the property tax burden.
Brief Overview of Economic Models
As a form of taxation, the property tax is appealing for many reasons. First, the property tax is a tax on wealth in the form of real and personal property, and these types of property are highly visible and relatively immobile. In short, it may be difficult or, in the case of real property, impossible to avoid the property tax by relocating to another jurisdiction. Wealth in the form of financial assets, precious metals, and art objects is not subject to the property tax in South Carolina. Second, local government services, including fire and police protection, emergency medical services, waste collection, parking, and sidewalk and road maintenance, directly benefit real and personal property owners. Finally, the property tax base is generally more stable than the income tax or sales tax base.
Inefficiencies and Issues of the Property Tax
Whether at the federal, state, or local level, principles of efficiency and equity apply to all revenue systems. Furthermore, since the property tax is a major component of the local government revenue system, the principles of efficiency and equity should be preserved by the property tax system for that system to be effective. Efficiency refers to the effect a given tax or policy might have on the decisions of individuals. For instance, if a tax that has been implemented leads to unintended changes in individual decisions, the tax in question may be deemed to be inefficient. Equity refers to the fairness of a given tax or policy and may be viewed on interjurisdictional, horizontal, or vertical levels. The first refers to the treatment of individuals across municipalities and counties, and the second refers to the treatment of individuals with similar economic profiles. Finally, vertical equity refers to the treatment of individuals with different economic profiles or who consume different levels of public services. However, on the most basic level, if the property tax system promotes inefficiency or inequity, then the local revenue system will fail to fully benefit those it is intended to serve.
PROPERTY TAX STRUCTURE IN SOUTH CAROLINA
Real property, business personal property, and other types of personal property are subject to ad valorem taxes in the state of South Carolina. Generally, property taxes are assessed by local governments; however, certain categories of property are assessed at the state level. For instance, taxes for real and personal property are valued and collected at the county level; whereas, taxes for motor carriers as well as manufacturing and utility property are valued and collected by the South Carolina Department of Revenue (SCDOR). SCDOR also values business personal property; however, SCDOR does not collect property taxes for this category. SCDOR certifies the assessment of business personal property to county auditors, and the auditors, in turn, compute and distribute the tax amount for billing. Property taxes collected by SCDOR are returned to the counties annually. Calculation of property taxes involves three factors: valuation, assessment, and millage.
Valuation
Excepting agricultural real property and property subject to fee-in-lieu of tax agreements, real property is appraised to reflect fair market value. Reappraisal of real property for tax purposes is prompted by certain transfers of interest, the completion of improvements or additions, and periods of general reassessment. For a definition of qualifying transfers of interest in real property and improvements and additions to real property, see South Carolina Code §12-37-3130 (1) and 3150.
General reassessments of real property are performed every five years under county reassessment programs; although, a county may delay implementation of reassessed values for up to one year by ordinance. Assessors in each county maintain information related to the size, condition, and location of each parcel in their jurisdiction and conduct appraisals on the basis of comparable sales, income, and cost methods. For tax years after 2006, increases in the fair market value of real property as the result of a reassessment program are limited to 15% within a five year period. This restriction does not apply to adjustments to the fair market value of real property as the result of transfers of interest or the completion of improvements in the year those values are first subject to tax. See South Carolina Code §12-37-3140(B).
Time share units operating under a vacation time sharing plan are valued as if the unit was owned by a single owner. Vacation time sharing plans generally include plans in which the purchaser receives an ownership interest as well as the right of use of the property. However, time share units operating under a vacation time sharing lease plan, in which the purchaser generally receives the right of use without ownership, may be valued as other income producing property is valued.
In contrast to other types of real property, agricultural real property is valued according to use value methods. Use value is intended to reflect the ability of agricultural real property to produce farm income and is often much lower than the fair market value of such property. For example, consider an agricultural parcel that might be worth more than its use value if it was subdivided for residential development. According to SCDOR, average use values of agricultural property range from $100 to $200 per acre. When the use of real agricultural property changes, the property is subject rollback taxes to capture the difference between the taxes assessed on the basis of the value for agricultural purposes and the taxes that would have been assessed if the property had been valued according to the new use for the current tax year and the immediately preceding five tax years. Manufacturing and business personal property is valued at historical cost less straight line depreciation allowances, provided the adjusted basis is greater than 10% of historical cost. See South Carolina Code §12-37-930.
Property of regulated utilities is valued according to unit valuation methods. Although not defined by statute, the unit valuation method is generally based on cost, income, and stock and debt methods. Motor vehicles are valued by nationally recognized valuation publications, provided the value in any given year does not exceed 95% of the value from the previous year. There is no state or local property tax on inventories or intangible personal property.
Assessment
Assessment ratios are established in the South Carolina Constitution for each class of property and presented in the following table. See South Carolina Constitution Article X §1. The fair market value of property is multiplied by the appropriate assessment ratio to calculate the assessed value of the property. Property taxes are then levied on the assessed value. The assessment rate for agricultural real property depends on the form of ownership. Corporate owners with more than ten shareholders; a shareholder, other than an estate, that is not an individual; a nonresident alien as a shareholder; or more than one class of stock are assessed at the rate of 6%. Other owners, including individuals, are assessed at the 4% rate. See South Carolina Constitution Article §1(4).
New and expanding businesses meeting certain capital investment requirements may substantially decrease the assessment rate applied to certain property categories by entering into a feein-lieu of property taxes (FILOT) agreement with the county in which their business operations are located. For example, a business investing at least $2.5 million may reduce the assessment ratio for manufacturing or business personal 1 The other real property category encompasses all real property other than owner occupied primary residential real property, including secondary residences and commercial and rental real property.
property from 10.5% to 6% over a period of twenty years under a FILOT agreement. During the period in which a FILOT agreement is in effect, the value of personal property is depreciated; whereas, the value of real property remains constant and, therefore, is not subject to inflationary increases. Furthermore, the minimum capital investment requirement is reduced to $1 million for businesses investing in counties in which the average annual unemployment rate for the preceding twenty four months is at least twice the state average over the same period, and businesses committing at least $45 million may qualify for a 4% assessment ratio for thirty years without inflationary increases.
Millage
Each county determines its tax rate annually by dividing the cost of its budget by the total assessed value of property in the county. The resulting figure is a fraction expressed in thousandths that is commonly referred to as the millage rate. Generally, a county may increase the millage rate year over year only to reflect changes in the resident population of the county or in the Consumer Price Index (CPI) for the preceding twelve months. However, a county may levy an additional millage for certain purposes identified in South Carolina law. See South Carolina Code §6-1-320(B). In 2008, the average millage rate in South Carolina was 297.6 mills.
In years of general reassessment, a special millage rate, referred to as the rollback millage rate, is used in place of the rate from the previous year. The rollback millage rate is calculated by dividing the property tax revenues from the previous year by the total assessed value of property in the county for the current year, adjusted to reflect the new values from the general reassessment program as well as assessments for improvements or real property not previously subject to tax. This rate is generally lower than the millage rate from the previous year and prevents property tax revenues from increasing dramatically when a general reassessment program is conducted.
PROPERTY TAX HISTORY IN SOUTH CAROLINA
Since its inception in 1915, the property tax has been an important source of general revenue for local governments in the state of South Carolina. The basic principles of the property tax system in South Carolina remain unchanged from those in place when the tax was first enacted. However, many of the more detailed property tax provisions have been amended in recent years.
A Timeline of Changes
In 1975, the South Carolina General Assembly passed Act 208, which required all real property to be valued at fair market value for tax purposes. Although arbitrary in the absence of a transaction, fair market value is intended to approximate the price at which a given piece of property would sell following reasonable exposure to the sales market. Generally, real property in South Carolina is appraised to determine fair market value. Act 208 also required the In 1990, the General Assembly passed Act 317, which established the local option sales tax in South Carolina. 2 See South Carolina Code §4-10-10 (A317, R329, H3739). The local option sales tax is an optional 2 In addition to the local option sales tax, other local taxes have been enacted to diversify local government revenues: the local accommodations tax, the local hospitality tax, and the capital projects and transport taxes. The local accommodations tax is a 2% sales and use tax, in addition to the 5% general sales and use tax and the 1% local option sales tax, on transient accommodations. The local hospitality tax is an optional 2% sales and use tax on prepared food, and the capital projects and transport taxes are additional sales and use taxes imposed to pay the debt service for certain capital projects. Restrictions apply to the use of funds collected from these taxes. For example, the state of South Carolina mandates that counties commit revenues from the local accommodations tax in excess of $25,000 to tourism related projects. However, the imposition of these taxes serves to further diversify local government revenues and, in effect, reduce the total property tax burden.
1% general sales and use tax on nearly all taxable retail sales in a given county imposed to reduce the property tax burden on property owners in that county. A direct vote was held in all forty-six counties in November of 1990, and six counties adopted the local option sales tax immediately. As of 2009, thirty counties in South Carolina have implemented the local option sales tax.
For participating counties, the General Assembly required at least 67% of the proceeds from the local option sales tax to be used to offset property tax revenues in 1990, and this requirement was scheduled to increase by 1% a year to 71% in 1994 and subsequent years. However, many counties that have implemented the local option sales tax have also elected to apply more than 71% of the proceeds to property tax relief. For example, in 2009, thirteen of the thirty counties imposing the local option sales tax applied 100% of receipts to offset property tax collections. In 2008, the local options sales tax accounted for approximately $238.9 million of local government revenue across all counties in South Carolina. See table 9 on page 27 for a list of revenue raised in 2008 by the local option sales tax, the local accommodations tax, the local hospitality tax, and the capital projects and transport taxes for each county.
Proceeds from the local option sales tax are collected by the South Carolina Department of Revenue and returned to participating counties less certain charges. These charges generally include an administrative charge and, for counties generating $5 million or more from the local option sales tax, a contribution equal to 5% of gross receipts to a fund for the benefit of smaller, rural counties. The property tax relief provided by the local option sales tax is distributed to property owners in proportion to the market value of their property. Therefore, it is important to note that primary residential owners receive more relief proportionally than owners of other property types, since this category of property receives the lowest possible assessment rate.
In 1994, the General Assembly established the school property tax relief fund. See South Carolina Code §11-11-330. This provision exempted the first $100,000 of all owner occupied property from the portion of the total millage applied for school operating purposes. 
Act 388
In 2006, the South Carolina General Assembly ratified Act 388. See South Carolina Code §6-1-320; §11-11-110, 150, and 156; §12-36-11 and 910; §12-37-25, 220, 223(A), 251, and 270; and §12-43-220 (A388, R417, H4449 
Other Exemptions
A number of exemptions are also available for certain categories of property owners. For example, a newly constructed detached single family home offered for sale by a residential builder is exempt from property taxes until the earlier of the tax year in which the home is completed and a certificate of occupancy is issued or the tax year in which the home is sold. Further, a discount is available for lots that are in the process of being sold from subdivided acreage, provided the subdivision contains at least ten building lots. See South Carolina Code §12-43-224 and 225. Homeowners' associations may elect to have their property valued at the greater of $500 per acre or It is important to note that the local government revenue system in the state of South Carolina is largely expenditure driven. Local governments set millage rates on the basis of the anticipated level of expenditure for the next fiscal year, provided the millage rate does not increase year over year by more than the sum of the increase in the consumer price index and the increase in the population in the county. However, if state-level reimbursements for property tax relief and other revenue sources are also increasing, the level of local government expenditure can increase more quickly. Therefore, any efforts to reform the property tax system in South Carolina must first address issues related to local expenditure. Ideally, given the increasing diversification of local revenue sources, local government 
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expenditures should be constrained in relation to the total local tax base, including reimbursement for property tax relief programs from the state, rather than the property tax base alone.
A Detailed View of Property Tax Collections
Total property tax revenue and fair market values for each property category as a percentage of total revenue and values, respectively, are shown in figures 6 through 13. 
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in 2008, and the average state millage rate was 6.5 mills. Alabama offers a homestead exemption as well with two tiers. The first tier exempts all homeowners from the first $4,000 in state property taxes and the first $2,000 in local taxes. The second tier exempts citizens who are sixty-five or older and have less than $12,000 of adjusted gross income from an additional $5,000 in state and local property taxes. The tier two exemption also applies to veterans and those who are disabled. All real property in Alabama is appraised annually for property tax purposes.
Florida
Florida assesses all property at a rate of 100% of fair market value; however, the average county level millage rate was only 21 mills in 2008. Florida offers a homestead exemption of $50,000, but unlike other states, the exemption applies to all homeowners. An additional exemption of $50,000 is available for Florida property owners who are age sixty-five or older, subject to certain income limitations. All household personal property and business inventories are exempt from tax. Other items of personal property, including motor vehicles, boats, and airplanes, are not taxable under Florida law. Like South Carolina, Florida has also limited the amount by which the appraised value of real property can increase annually as a result of general reassessment to the lesser of 3% or the annual change in the CPI. Real property in Florida is assessed once each year.
Georgia
Property in Georgia is assessed at the flat rate of 40% of fair market value unless a special assessment rate has been otherwise specified by law. Several property categories qualify for special treatment for assessment purposes. First, historic property is assessed at a discouted assessment rate based on historical classification. Second, agricultural property is assessed at a rate of 30%. Third, residential transition, conservation, and evironmentally sensitive property are assessed on the basis of use value rather than fair market value. Finally, timber is assessed at 100% of fair market value but only at the time of sale. Once the assessed value has been determined, a local millage rate and a state millage rate are applied. In 2008, the average county and municipal millage rate was 30 mills, and the average state millage rate was 0.3 mills. Georgia offers a homestead exemption and the freeport exemption. The first exempts $2,000 of assessed value for all primary residential owners. The homestead exemption also exempts all property and up to ten adjoining acres of land from taxes for individuals age sixty-five and older and the first $50,000 of assessed value for individuals who are disabled and veterans. The second exempts inventories from assessment for tax purposes. Real property in Georgia is reassessed every year.
Louisiana
In Louisiana, property is separated into six categories for assessment purposes. All land, both residential and commercial, is assessed at a rate of 10% of fair market value. Residential buildings are assessed at a rate of 10%, and commercial buildings are assessed at a rate of 15%. Personal property is assessed at 15%. All public service property is assessed at 25% of fair market 
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25%. 
RECOMMENDATIONS
The property tax has been the most important source of revenue for local governments in the state of South Carolina. However, a number of opportunities exist to promote a greater degree of equity and efficienty in South Carolina's property tax system.
Limit Millage Rate Increases
At the present, the millage rate in a given county can increase yearto-year by the sum of the annual percentage change in the CPI and the resident population for the past twelve months. However, this approach potentially suffers from two closely related problems. First, the factors from which allowable millage increases are determined certainly impact the property tax base as well. For example, one would expect higher prices to at least partially reflect higher real and personal property prices, and a "…an increase in the millage rate effectively gives counties a mechanism to increase actual taxes by an amount that is greater than the sum of CPI and population growth." larger population would be expected to demand a larger quantity of personal property and greater improvements to real property as well. If rising prices and a larger population lead to higher taxable property values as well as a higher quantity of property demanded, then an increase in the millage effectively gives counties a mechanism to increase actual taxes by an amount that is greater than the sum of CPI and population growth. Second, millage rates are currently allowed to increase over time with no mechanism for decreases other than the express will of county governments or years of general reassessment in which a rollback millage calculation is substituted. Taken at the extreme, if the average state-wide millage rate of 297.6 mills was compounded at 3.9%, the sum of the average annual increase in the CPI of 2.5% and the average annual increase in the resident population in South Carolina of 1.4% over the past fifteen years, then the millage rate would reach 1,000 mills in thirty two years. If the average annual increase in the average millage rate in South Carolina of 1.3% over the past fifteen years was used instead, which would consider adjustments for years of rollback millage rates, then the millage rate would grow to 1,000 mills in ninety four years. Other percentage tax rates are set at a certain level and adjusted only periodically. As a result, individuals, businesses, and governments are able to form an expectation of their tax liability or tax revenue with a higher degree of confidence. Perhaps these same agents would be better served if property tax rates were considered in the same manner.
Eliminate Exemptions
A number of the available property tax exemptions either allow similar categories of property to be treated differently for property tax purposes or are subject to some degree of abusive practives. First, both real and personal property that is owned by a homeowners' association (HOA) should be assessed in the same manner as real and personal property that is owned individually or under some other form of ownership. At the present, an HOA may elect to have its property valued at the greater of $500 per acre or an amount equal to the receipts of the association, not including dues from the members, divided by a capitalization rate of 20%. See South Carolina Code §12-43-227 and 230(d). However, this method effectively allows owners of identical property types to be treated differently for property tax purposes. For example, if an HOA and an individual each owned a comparable type of swimming pool, their property tax liability would be calculated differently. Given that the principle use of these property types will typically be the same, equity would require that they are assessed under the same methods.
Second, the minimum requirements for real property used to grow timber to qualify as agricultural real property may allow property owners who are not devoted to the growth of timber for commercial purposes to claim the exemption. To meet the current requirements, timber property must be at least five acres. See South Carolina Code §12-43-232. However, according to the United States Department of Agriculture, the average tract of timber property in South Carolina was approximately fifty six acres in 2008. Increasing the minimum to acreage requirement to ten or fifteen acres would further reduce the potential for abusive practices related to the use value treatment of timber property. Finally, if the period of time subject to rollback taxes after a change in use of agricultural real property was increased from five years to ten years or more, the difference between the use value of the subject property and its fair market value based on the change in use would be better captured.
Modify Assessment Rate for Real Property
Owner occupied primary residential real property is currently assessed at the rate of 4% while other real property, including residential real property that is not owner occupied, is assessed at the rate of 6%. Furthermore, most of the property tax relief programs that are intended to reduce the property tax burden for residential real property owners are available only to owners of residential real property who also occupy their property. As a result, home owners seem to be favored over landlords and other owners of real property from a policy standpoint. The comparison of home owners and landlords illustrates some of the problems encountered when certain real property types are treated differently for property tax purposes. All else remaining constant, when landlords are faced with increases in their costs, they will attempt to pass as much of the cost increase as possible to their tenants in the form of higher rents. The degree to which landlords may successfully pass cost increases to their tenants will, over a period of time, depend on the relative sensitivity of the landlord and the tenant to changes in cost. If tenants are less sensitive to cost increases, then landlords will more successfully pass their cost increases to tenants, and as a result, tenants will pay a larger portion of the cost increase than the landlord will.
Since tenants face costs associated with moving to a new apartment, it is fair to assume that landlords are able to pass at least a portion of their cost increases to tenants. If landlords are assessed at a higher assessment rate than home owners and tenants consequentially face rent increases by some factor of proportionality, then differences in assessment rates will lead to lower ownership costs relative to rental costs for real property. Further, if primary residential owners embody a more affluent demographic than renters or if home owners and renters consume similar levels of local government services, then the current property tax structure is regressive to the lower demographics.
Equity would require that these disparities are eliminated by either increasing the assessment rate for home owners, reducing the assessment rate for owners of other real property, or some combination thereof. In fact, only three states in the Southeastern region, Alabama, Mississippi, and Virginia, assess these two property types differently.
10 Leveling the assessment rates for real property would also limit the potential for abusive practices related to the classification of owner occupied primary residential real property. Currently, owners of primary and second homes who are married may be able to classify both homes as owner occupied by maintaining ownership in the name of both spouses separately, and at the very least, these owners may attempt to claim the home of higher value as 10 Louisiana also assesses owner occupied primary residential real property and other real property differently; however, the differences are small incomparison to the assessment rates in Alabama, Mississippi, and Virginia. All land in Louisiana, both residential and commercial, is assessed at a rate of 10% of fair market value. Residential buildings are assessed at a rate of 10%, and commercial buildings are assessed at a rate of 15%.
their primary residence to reduce their property tax bill. Further, reducing the assessment rate for owners of other real property would reduce the disincentive for investment in other real property that is promoted by the current policy. Finally, eliminating the disparity between the treatment of these property types would limit the benefits of FILOT agreements, which generally favor new owners and employers at the expense of existing ones.
CONCLUSION
For nearly one hundred years, the property tax system has effectively served as a major revenue source for local governments in the state of South Carolina. However, there are many aspects of this system that could be improved. First, all real property should be treated the same for property tax purposes. Second, several of the available exemptions should be amended to limit the potential for abusive action. Finally, millage rates increases should be limited, and adjustements should only occur periodically. As a result of these changes, the property tax system in South Carolina would promote a greater degree of efficiency and equity for all property owners.
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